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INTRODUCTION 


Madam Speaker: On the occasion of my acceptance 
speech on the 29 February 2010; I made a bold and 
conscious declaration of my very short Mayorship to be; 

- Building a caring society 

- Deepening democracy, and 

- Making Matlosana work for you 


In the same vein, I made my intention clear in terms of 
making this shortest term very intense and compact at the 
same time. 

BACKGROUND 

In terms of section 16(1) & (2) of the Municipal Finance 
Management Act; 56 of 2003; “The Council of a 
municipality must; for each financial year approve an 
Annual Budget for the municipality before the start of that 
financial year. 

Furthermore: the Mayor of the municipality must table the 
Annual Budget at a Council Meeting at least 90 days 
before the start of the budget year”. 

Given the upcoming elections on 18 May 2011; the tabling 
of the final budget is done earlier today; 29 April 2011 to 
allow smooth transition to the new Council. 
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Today this Council will be asked to vote on the final 
budget for 2011/2012. 

PREAMBLE 

In his 2011 State of the Nation Address; the President 
signaled that government is primarily concerned about the 
continuing high levels of unemployment and poverty in the 
country. To address these concerns; 2011 has been 
declared a year of job creation. 

As the President concluded:- “ WE WANT TO HAVE A 
COUNTRY WHERE MILLIONS MORE SOUTH 
AFRICANS HAVE DECENT EMPLOYMENT 
OPPORTUNITIES; WHICH HAS A MODERN 
INFRASTRUCTURE AND VIBRANT ECONOMY AND 
WHERE THE QUALITY OF LIFE IS HIGH. WE ALL 
HAVE A RESPONSIBILITY TO WORK HARD TO MAKE 
THIS A REALITY. EVERYONE MUST THINK OF HOW 
THEY CAN CONTRIBUTE TO THE JOBS CAMPAIGN 
THROUGH CREATING OPPORTUNITIES FOR 
THEMSELVES AND OTHERS”. 


This Budget reflects the collective determination of the 
Government to address with energy the challenges of 
creating jobs; reducing poverty; building infrastructure and 
expanding our economy. The budget sets out a financial 
framework that recognizes that building South Africa is a 
multi-decade project that must invigorate our capacity to 
grow; and must include all South Africans in that growth. 
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THE BUDGET 


Madam Speaker; allow me to say that the City of 
Matlosana has again made progress in its Endeavour to 
demonstrate its commitment to addressing developmental 
issues within its boundaries by drafting this budget. I am 
proud to announce that we have prepared a record budget 
of R 1.8 billion for the financial year 2011/2012. This is an 
increase of R 340 million from the previous budget of R 
1.5 billion. The 2011/2012 budget is expected to grow to 
R 1.9 billion by 2012/2013. 

The budget comprises R 206 million Capital and R 1.6 
billion Operating components. 

The City of Matlosana should continue to explore 
imaginative ways of structuring the tariffs for utility 
services to encourage more efficient use of these services 
and to generate the resources required to fund the 
maintenance: renewal and expansion of the infrastructure 
required to provide the services. 

The size of the budget clearly indicates the seriousness of 
Council towards service delivery and its response to the 
needs of the community: particularly the poor. The 
Council is mindful of the fact that in its emphasis in 
addressing needs; it cannot afford to run behind by leaving 
the current infrastructure to deteriorate further. Enough 
effort is taken to maintain the existing while at the same 
time improvements of the previously disadvantaged areas 
is given primary attention. 
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NATIONAL PRIORITY - CREATING DECENT 
EMPLOYMENT OPPORTUNITIES. 

The IDP aligns the available resources; expenditure and 
the community needs. In order for Council to achieve the 
alignment: it is also important to align the Council’s needs 
with those of National and Provincial government. Local 
government is responsible for service delivery to the end 
user; the community: but this does not mean the National 
and Provincial directives must be ignored. It is only when 
all spheres of government align their objectives that some 
optimal impact can be made to the community. 

In terms of Circular No. 55; this budget explores 
opportunities to mainstream labour intensive approaches 
to delivering services. 

The City Council of Matlosana will maximize its 
contribution to job creation by: 

- Ensuring that service delivery and capital projects use 
labour intensive methods wherever appropriate. 

- Ensuring that service providers use labour intensive 
approaches. 

- Supporting labour intensive LED Projects. 

- Participating fully in the Extended Public Works 
Programme. 

- Implementing interns programmes to provide young 
people with on-the-job training. 
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These objectives are directly relevant to City of Matlosana. 
The challenge for Matlosana is to do more within its 
existing resource envelope. 


The National Budget Review 2011 notes: 

- That government can intensify activities that make a 
difference to the lives and prospects of All South 
Africans. 

- That priority programmes required for implementing 
the New Growth Path are funded 

- That macroeconomic stability is maintained: with 
necessary adjustments supporting enterprise and job 
creation. 

Given the ongoing constraints on the revenue side; the 
City will again need to make some very tough decisions on 
the expenditure side this year. Priority ought to be given 
to:- 


• Ensuring that drinking water meets the required 
quality standards at all times; 

• Protecting the poor from the worst impacts of the 
economic downturn; 

• Introduce more transparency to supply chain 
processes. 

• Supporting meaningful local economic development ( 
LED) initiatives that foster micro and small business 
opportunities and job creation; 

• Securing the health of their asset base ( especially 
the revenue generating assets ) by increasing 
spending on repairs and maintenance: and 
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• Expediting spending on capital projects that are 
funded by conditional grants. 

• 20 000 Solar Energy Gysers will be installed by the 
end of the current financial year, 

• Operation Patela as well as the successful Imbizos 
conducted by the Executive Mayor’s office yielded 
positive results in terms of improving payment levels 
as well as community involvement in decision-making 
processes. 

Council must pay special attention to controlling 
unnecessary spending on nice-to-have items and non- 
essential activities: such as foreign travel; councilors and 
staff perks; advertising and public relations activities. 
Attention should also be given to ensuring value for money 
is obtained when using consultancy and other outsourced 
services. 

Council must also ensure that its capital budgets reflect 
consistent efforts to address the backlogs in basic 
services and the refurbishment of existing network 
services. 

To achieve these objectives Council will always have 
financial implications. 


Page 7 of 15 



OPERATING REVENUE BUDGET 


We expect to raise R 1.8 billion as revenue in the next 
financial year. 

The municipality receives its funding from many sources 
including: among others; property rates; service charges 
and government grants. The table below identifies the 
sources of funding for 2011/2012 financial year. 


Sources of Income for the City: 


Description 

Amount 

(millions) 

% 

Property Rates 

251 million 

14% 

Electricity 

491 million 

27% 

Water 

191 million 

10.5% 

Grants and Subsidies 

307 million 

17% 

Rental of facilities and Equipments 

6.7 million 

00.37% 

Interest on Investment 

3.2 million 

00.17% 

Interest on Debtors 

58 million 

3% 

Refuse Removal 

77 million 

4% 

Sanitation/Sewerage 

92 million 

5% 

Traffic Fines 

11 million 

00.6% 

Licenses 

7 million 

00.38% 

Other Income 

333 million 

18% 

TOTAL 

1.8 billion 

100% 
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The total operating budget is mostly funded from property 
rates and service charges. 


It must be noted that these are the only sources of income 
for the City: therefore the increase of tariffs cannot be 
avoided. 

It is therefore proposed that for 2011/2012 the tariffs be 
increased as follows:- 


Description 

% 

Electricity 

20.38 % 
approved by 
NERSA. 

Water 

13% 

Sewerage 

4.8 % 

Refuse Removal 

4.8 % 

Property Rates: 

4.8 % 


The proposed increases are within the inflation rate at 
present: except the regulated water and electricity tariffs. 

Madam Speaker let me give a little bit of explanation on 
the electricity tariff increase as I am aware it raises a lot of 
peoples’ ire. Eskom has proposed a tariff increase of 
26.71% and that was approved by National Electricity 
Regulator of South Africa (NERSA). 

Matlosana Municipality on the other hand will only levy 
20.38% to all end-users which will be effective on the 1^^ of 
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July 2011. The municipality is in the position to absorb this 
difference due to the advantage of bulk buying. 

Furthermore Madam Speaker it is my wish to report that 
property rates increase in the current financial year is 
perked at 6% and this budget submission we are only 
proposing only an increase of 4.8%. 

OPERATING EXPENDITURE 

The total operating expenditure for the City for 2011/2012 
is estimated at R 1.8 billion. The salaries; allowances and 
benefits amounts to R 392 million or 22 % of the 
expenditure budget. 

The administration must address the issue of vacant 
positions in line with the organogram. Vacant positions 
must be filled immediately or abolished from the 
organogram. Some posts have been vacant for a long 
time now. 

Council cannot afford a huge salary budget; unwanted 
positions must be abolished where possible. The 
appointment of personnel must be properly managed to 
avoid overspending on employee costs. 

In preparing the budget; the City has taken into account 
the Salary and Wage Collective Agreement 2009/10 to 
2011/2012. The agreement provides for a wage increase 
based on the average CPI for the period 1 February 2010 
until 31 January 2011; plus 2 per cent. 
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The average CPI for this period is 4.08 per cent plus 2 per 
cent gives a wage increase of 6.08 per cent for the 
2011/12 financial year; starting 1 July 2011. 


The expenditure is mainly apportioned between the 
Directorates as follows: 


Directorate 

Amount 

Percentage 

Infrastructure 

1.1 billion 

58% 

Municipal Social Services 

302 million 

17% 

Finance 

245 million 

14% 

Council General 

115 million 

7% 

Corporate Governance 

31 million 

2% 

Economic Growth and Market 

30 million 

2% 

TOTAL 

1.8 billion 

100% 


It is therefore evident which department receives most of 
the operating budget. 

CAPITAL EXPENDITURE 

Madam Speaker; the capital expenditure portion for 
2011/2012 financial year will amount to R 206 million; 
allocated mainly to infrastructure in this manner:- 


Description 

Amount 

Roads and Storm water 

86 million 

Electricity Distribution 

47 million 

Sewerage 

29 million 

Water and Reservoirs 

18 million 

Land and Buildings 

16 million 

Community and Social Services 

10 million 


Page 11 of 15 





SERVICE DELIVERY AND BUDGET IMPLEMENTATION 
PLAN (SDBIP) 

In terms of the Municipal Finance Management Act; 
Council must prepare the service delivery and budget 
implementation plan as a strategic management tool to 
ensure that its budgetary decisions are aligned with the 
IDP and implemented as planned. In this way Council will 
be able to hold the administration responsible and 
accountable for non-performance. The SDBIP is used to 
monitor service delivery: quarterly reports are prepared; 
audited and submitted to Council. The SDBIP for 
2011/2012 must be finalized without delay. 

PREPARING THE BUDGET 

It is still a concern that the community does not attend the 
budget consultative meetings despite all efforts made to 
publicize the meetings. Serious improvements in this 
regard must be made in the future. 

Furthermore: Madam Speaker; I must indicate my 
disappointment to the lack of attendance of some 
councillors during the important policy workshop held 
during the budget consultation. 

It is furthermore noticed that directorates of Council do not 
cooperate fully during the budget process; however; the 
budget process has been transparent. 
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Most issues have been debated; particularly during the 
cutting of the budget to streamline it within the limited 
resources. 

REFLECTION ON ACHIEVEMENTS IN THE LAST FINANCIAL 
YEAR 

Madam Speaker allow me to reflect a little bit on the 
achievements of our municipality in past financial year 
2010/2011 

• As a municipality we have achieved the illusive 
Housing Accreditation level 1 which will allow us to 
manage beneficiary lists. This achievement is a 
precursor to the next level which will enable us to do 
planning and decide which projects to prioritise. 

• We have handed over 55 housing title deeds to 
rightful owners out of the 115 registered with the 
Deeds office. 

• The municipality of Matlosana has vigorously tackled 
the potholes despite the heavy torrential rains and 
pounding of our roads by heavy-duty vehicles. 

• The municipality has also assisted more than a 
thousand beneficiaries with free basic services in the 
form of alternative energy in rural communities of 
Matlosana. 


• Despite of all the problems experienced country-wide 
Matlosana Municipality was fortunate not to deal with 
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service delivery protests which can be debilitating as 
we have seen in the Setsoto Municipality recently. 

• The municipality also took a conscious decision to 
pursue provision of bursaries to deserving learners, 
adopting the IGoal Project and contributing to the 
Matric Re-write programme. 

CONCLUSION 

Allow me Madam Speaker to take inspiration from the 
Holy Bible as we close the term of office started in 2006; 
the 2 Timothy chapter 4 verses 6 & 7 which says “I have 
fought a good fight, I have finished the race, I have kept 
the faith. Now there is in store for me the crown of 
righteousness, which the Lord, the righteous Judge will 
award to me on that day and not only to me but also to all 
who have longed for this appearing. 

We would like to thank the Acting Chief Financial Officer; 
Mr. Ramatu Thomas Makgale and his team; the Acting 
Municipal Manager; Mr. Sipho Gift Mabuda; MMC for 
Finance Councilor L Sebuasengwe and particularly the 
staff of the budget office and I DP co-ordinator, Sanet 
Owenkamp, Dricus Rossouw and Tsaone sekgala, for 
preparing this budget. 
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Last but not least; my comrades and colleagues: Mayoral 
Committee Members and fellow Councilors. I thank you all 
for sound advices and guidance. Together we can do 
much more. 

Madam Speaker; allow me this opportunity to table the 
Medium Term Financial Budget for 2011/2012. 

I thank you 
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PART 1 - ANNUAL BUDGET 


1.1 MAYOR’S REPORT 



1.2 COUNCIL RECOMMENDATIONS 



1 .3 EXECUTIVE SUMMARY 


The application of sound financial management principles for the compilation of the City’s 
financial plan is essential and critical to ensure that the City remains financially viable and that 
municipal services are provided sustainably; economically and equitably to all communities in 
Matlosana. 

The City’s business and service delivery priorities were reviewed as part of this year’s planning 
and budget process. Where appropriate, funds were transferred from low to high priority 
programs so as to maintain sound financial stewardship. A critical review was also undertaken 
of expenditure on noncore and nice to have items. This has resulted in savings to the 
municipality to nearly R 7.4 million. 

The City has embarked on implementing a range of revenue collection strategies to optimize the 
collection of debt owed by consumers. Furthermore; the City has undertaken various customer 
care initiatives to ensure the municipality truly involves all citizens in the process of ensuring a 
people lead government. 

National Treasury’s MFMA circular No. 51; 54; 55 and MFMA Dummy Budget Guide were used 
to guide the compilation of the 2011-14 MTREF. 

The challenges experienced during the compilation of the 2011-14 MTREF can be summarized 
as follows: 

• The ongoing difficulties in the national and local economy. 

• Aging and poorly maintained water; roads and electricity infrastructure. 

• The need to prioritize projects and expenditure within the existing resource envelope given the 
cash flow realities and declining cash position of the municipality. 

• The increase cost to bulk water and electricity (due to tariff increases from Midvaal and 
Eskom); which is placing upward pressure on service tariffs to residents. 

• Wage increases for municipal staff that continues to exceed consumer inflation; as well as the 
need to fill critical vacancies. 

The following budget principles and guidelines directly informed the compilation of the 2011-14 
MTREF: 

• The 2010/11 Adjustments Budget priorities and targets; as well as the base line allocations 
contained in the Adjustments Budget were adopted as the upper limits for the new baselines for 
the 201 1/12 Annual Budget. 

• Intermediate service delivery standards were used to inform the measurable objectives; 
targets and backlog eradication goals. 

• Tariff and property rate increases should be affordable and should generally not exceed 
inflation as measured by the CPI; except where there are price increases in the inputs of 
services that are beyond the control of Council; for instance the cost of bulk water and 
electricity. Furthermore; tariffs need to remain or move towards being cost reflective; and 
should take into account the need to address infrastructure backlogs. 

• There will be no budget allocated to national and provincial funded projects unless the 
necessary grants to the municipality are reflected in the national and provincial budget and have 
been gazette as required by the Division of Revenue Act. 



In view of the aforementioned; the following table is a consolidated overview of the proposed 
2011-14 Medium-term Revenue and Expenditure Framework: 

Table 1 Consolidated Overview of the 2011-14 MTREF 


R Thousand 

Adjusted 

Budget 2010/11 

Budget Year 
2011/12 

Budget Year +1 
2012/13 

Budget Year +2 
2013/14 

Total Operating Revenue 
Total Operating 

Expenditure 

1 491 066 

1 491 048 

1 831 571 

1 831 544 

1 945 092 

1 945 062 

2 054 319 

2 054 298 

(Surplus)/Deficit for the 
year 

18 

27 

30 

20 

Total Capital Expenditure 

197 133 704 

206 159 400 

194 332 000 

202 000 000 


Total operating revenue has grown by 18.59 per cent or R 340 million for the 2011/12 financial 
year when compared to 2010/11 Adjustment Budget. For the two outer years; operational 
revenue will increase by 5.83 and 5.31 per cent respectively; equating to a total revenue growth 
of R 563 253 million over the MTREF when compared to the 2010/1 1 financial year. 

Total operating expenditure for the 201 1/12 financial year has been appropriated at R 1.8 billion 
and translates into a budgeted surplus of R 27 144. When compared to the 2010/11 
Adjustments Budget; operational expenditure has grown by 18.59 per cent; mainly due to 
depreciation; in the 2011/12 budget and by 5.83 and 5.31 per cent for each of the respective 
outer years of the MTREF. The operating surplus for the two outer years steadily increases to 
R 30 000 and then stabilizes at R 20 000. 

The capital budget of R 206 million for 2011/12 is more than the adjusted budget of R 197 
million. The capital programs decreases to R 194 million in the 2012/13 financial year and then 
evens out in 2013/14 to R 202 million. Council does not intend to source more borrowing for 
capital expenditure; however; internally generated funds will be utilized for capital spending. 

The repayment of capital and interest (debt services costs) has substantially increased over the 
past five years as a result of the aggressive capital infrastructure programs implemented over 
the past years. 


1.4 OPERATING REVENUE FRAMEWORK 

For Matlosana City to continue improving the quality of services to its citizens; it needs to 
generate the required revenue. In these tough economic times; strong revenue management is 
fundamental to the financial sustainability. The reality is that we are faced with development 
backlogs and poverty. The expenditure required to address these challenges will inevitably 
always exceed available funding; hence difficult choices have to be made in relation to tariff 
increases and balancing expenditures against realistically anticipated revenues 

The municipality’s revenue strategy is built around the following key components: 

• National Treasury’s guidelines and macroeconomic policy. 

• Growth in the City and continued economic development. 

• Efficient revenue management which aims to ensure 85 per cent annual collection rate for 
property rates and other key service charges. 

Electricity tariff increases as approved by National Electricity Regulator of South Africa. 




• Achievement of full cost recovery of specific user charges especially in relation to trading 
services. 

Determining the tariff escalation rate by establishing/calculating the revenue requirement of 
each service. 

The municipality’s Property Rates Policy approved in terms of the Municipal Property Rates Act; 
2004 (Act 6 of 2004) (MPRA). 

• Increase ability to extend new services and recover costs. 

The municipality’s Indigent Policy and rendering of free basic services. 

Tariff Policies of the City. 

The following is a summary of the 2011-14 MTREF (Classified by main revenue source): 

Table 2 Summary of revenue classified by main revenue source. 

Table 3 Percentage growth in revenue by main revenue source 

In line with the formats prescribed by the Municipal Budget and Reporting Regulations; capital 
transfers and contributions are excluded from the operating statement; as inclusion of these 
revenue sources would distort the calculation of the operating surplus/deficit. 

Revenue generated from rates and services charges forms a significant percentage of the 
revenue basket for Matlosana. 

Property rates are the third largest revenue source totaling 13.80 per cent or R 251 million rand 
and increases to R 282 million by 2013/14. Departments are urged to review the tariffs on an 
annual basis to ensure that they are cost reflective and market related. 

Operating grants and transfers totals R 307 million in 2010/11 financial year and steadily 
increases to R 361 million by 2013/14. 

The following table gives a breakdown of the various operating grants and subsidies allocated to 
the municipality over the medium term; 

Table 4 Operating Transfers and Grant Receipts. 

Tariff-setting is a pivotal and strategic part of the compilation of any budget. When rates; tariffs 
and other charges were revised; local economic conditions; input costs and the affordability of 
services were taken into account to ensure the financial sustainability of the City. 

National Treasury continues to encourage municipalities to keep increases in rates; tariffs and 
other charges as low as possible. Excessive increases are likely to be counterproductive; 
resulting in higher levels of non-payment. Municipalities are required to justify in their budget 
documentation all increases in excess of the 6 per cent upper boundary of the South African 
Reserve Bank’s inflation target. 

The percentage increases of both Eskom and Midvaal bulk tariffs are far beyond the mentioned 
inflation target. Given these tariffs are determined by external agencies; the impact they have 
on the Council’s electricity and in these tariffs are largely outside the control of the City. 
Discounting the impact of these price increases in lower consumer tariffs will erode the City’s 
future financial position and viability. 

It must be emphasized that the consumer price index; as measured by CPI; is not a good 
measure of the cost increases of goods and services relevant to municipalities. The basket of 



goods and services utilized for the calculation of the CPI consist of items like food; petrol and 
medical services; whereas the cost drivers of municipalities are informed by items such as the 
cost of remuneration; bulk purchases of electricity and water; petrol; diesel; chemicals and 
cement. The current challenge facing the City is managing the gap between cost drivers and 
tariffs levied; as any shortfall must be made up by either operational gains or service level 
reductions. Within this framework; the City has undertaken the tariff setting process relating to 
service charges as follows. 

1.4.1 Property Rates 

Property rates cover the cost of the provision of general services. Determining the effective 
property rate tariff is therefore an integral part of the municipality’s budgeting process. 

The municipality may award a 100 per cent grant-in-aid on the assessment rates of rateable 
properties of certain classes such as registered welfare organisations; institutions or 
organisations performing charitable work; sports grounds used for purposes of amateur sport. 
The owner of such a property must apply to the Chief Financial Officer in the prescribed form for 
such a grant. 

The categories of rate-able properties for purposes of levying rates and proposed rates for the 
201 1/12 financial year based on 4.8 per cent increase from 1 July 201 1 is contained below: 


Table 5 Comparison of proposed rates to levied for the 2011 

(12 financial year 

Category 

Current Tariff: 1 July 2010 

Proposed Tariff: 1 July 2011 

Residential properties 

0.0080 

0.0083 

State owned properties 

0.0191 

0.0200 

Business & commercial 

0.0191 

0.0200 

Agricultural 

0.0020 

0.0021 

Vacant Land 

0.0191 

0.0200 

Industrial 

0.0191 

0.0200 

Public benefit organisation 
properties 

0.0191 

0.0200 


1.4.2 Sale of Water and Impact of Tariff Increases 

As South Africa is faced with a serious water shortage like electricity; National Treasury urges 
municipalities; as per MFMA circular No. 55; to review the level and structure of their water 
tariffs carefully; with a view to ensure: 

• That water tariffs are fully cost-effective - including the cost of maintenance and renewal of 
purification plants and water networks; and the cost of new infrastructure. 

• That water tariffs are structured to protect basic levels of service. 

• That water tariffs are designed to encourage efficient and sustainable consumption (e.g. 
through increasing block tariffs). 

In addition; the National Treasury has urged municipalities to ensure that water tariff structures 
are cost effective by 2014. Better maintenance of infrastructure; new dam construction and 
cost-effective tariffs will ensure that the supply challenges are managed in future to ensure 
sustainability. Midvaal has increased its bulk tariffs with 13 per cent from 1 July 2011; which 
increase contributes to approximately 50 per cent of the City’s water input cost. 


Midvaal has undertaken a critical assessment of its capital infrastructure requirements. The 
company will be spending R 35.95 million on capital expenditure and R 22.26 million on major 





maintenance during 2011; compared to R48.36 million and R 34.20 million for capital spending 
and maintenance respectively for 2010. 

A summary of the proposed tariffs for households (residential) and non-residential are as 
follows: 


Table 6 Proposed Water Tarifi 

Fs 

CATEGORY 

CURRENT TARIFFS: 

2010/11 

PROPOSED TARIFFS 

2011/12 

DOMESTIC 



1 - 6 per kl 

0 

0 

7-20 per kl 

10.78 

12.18 

21 -50 per kl 

11.16 

12.62 

51-100 per kl 

11.55 

13.05 

101 -200 per kl 

12.18 

13.76 

201 - 300 per kl 

13.20 

14.91 

More than 300 per kl 

16.24 

18.36 

BUSINESS 



1 - 10 per kl 

6.06 

6.85 

11-20 per kl 

9.30 

10.50 

21 -30 per kl 

9.42 

10.65 

31 - 50 per kl 

9.53 

10.77 

51-100 per kl 

10.14 

11.45 

101 -500 per kl 

10.95 

12.37 

More than 500 per kl 

10.99 

12.42 


The following table shows the impact of the proposed increases in water tariffs on the water 
charges for a single dwelling-house: 


Table 7 Comparison between current water charges and increases (Domestic) 


Monthly Consumption 
KL 

Current Amount 
Payable 

R 

Proposed Amount 
Payable 

R 

Percentage Change 

20 

150.92 

170.52 

13 

50 

334.80 

378.60 

13 

100 

577.50 

652.50 

13 

200 

1 218.00 

1 376.00 

13 

300 

1 320.00 

1 491.00 

13 


The tariff structure of the 2011/12 financial year has not been changed. The tariff structure is 
designed to charge higher levels of consumption a higher rate; steadily increasing to a rate of R 
18.36 per kilolitre for consumption in excess of 72KL per 30 day period. 


1.4.3 Sale of Electricity and Impact of Tariff Increases 

NERSA has announced the revised bulk electricity pricing structure. A 26.71 per cent increase 
in the Eskom bulk electricity tariff to municipalities will be effective from 1 July 2011. 







Considering the Eskom increases; the consumer tariff had to be increased by 20.38 per cent to 
offset the additional bulk purchase cost from 1 July 201 1 . 

Furthermore; it should be noted that given the magnitude of the tariff increase; it is expected to 
depress growth in electricity consumption; which will have a negative impact on the 
municipality’s revenue from electricity. 

Registered indigents will be granted 70 Kwh free of charge. 

NERSA has advised that a stepped tariff structure needs to be implemented from 1 July 2011. 
The effect thereof will be that the higher the consumption; the higher the cost per kWh. The aim 
is to subsidise the lower consumption users; mostly the poor. The City already introduced the 
stepped tariff structure during 2010. 

The inadequate electricity bulk capacity and the impact on service delivery and development 
remains a challenge for the City. Most of the suburbs and inner city reticulation network still 
need to be strengthened. The upgrading of the City’s electricity network has therefore become 
a strategic priority; especially the substations and transmission lines. 

The approved budget for the electricity division can only be utilized for the certain committed 
upgrade projects and to strengthen critical infrastructure (e.g. substations without back-up 
supply). It is estimated that special funding for electricity bulk infrastructure to the amount of R 
50 million per year for the next five years will be necessary to steer the City out of this 
predicament. 

Owing to the high increases in Eskom’s bulk tariffs; it is clearly not possible to fund these 
necessary upgrades through increases in municipal electricity tariffs - as the resultant tariff 
increases would be unaffordable for the consumers. It is therefore proposed that the taking up 
of loans as a strategy for funding of the infrastructure be considered and approved to spread the 
burden over the life span of the assets. As part of the 2011/12 medium-term capital 
programme; funding has been allocated to electricity infrastructure but these funding levels will 
require further investigation as part of the next budget cycle in an attempt to source more 
funding to ensure this risk is mitigated. 

1.4.4 Sanitation and Impact of Tariff Increases 

A tariff increase of 4.8 per cent for sanitation from 1 July 2011 is proposed. This is based on 
the CPI inflation target and on the input cost assumptions related to water. 

The following table shows the impact of the proposed increases in sanitation tariffs on the 
sanitation charges for a single dwelling-house: 


Table 8 Comparison between current sanitation charges and increases; single dwelling- 
house: 


Monthly consumption 

KL 

Current amount 
payable 

R 

Proposed 
amount payable 

R 

Difference 
( 4.8% increase) 

Average consumption 

98.34 

103.06 

4.72 




1.4.5 Waste Removal and Impact of Tariff Increase 

Currently solid waste removal is operating at a deficit. It is widely accepted that the rendering of 
this service should at least break even; which is currently not the case. The City will have to 
implement a solid waste strategy to ensure that this service can be rendered in a sustainable 
manner over the medium to long term. The main contributions to this deficit are repairs and 
maintenance on vehicles; increases in general expenditure such as petrol and diesel and the 
cost of remuneration and overtime. Considering the deficit; it is recommended that a 
comprehensive investigation into the cost structure of solid waste function be undertaken; and 
that this include investigating alternative service delivery models. The outcomes of this 
investigation will be incorporated into the next planning cycle. 

A 4.8 per cent increase in the waste removal tariff is proposed from 1 July 201 1 . Any increase 
higher than 4.8 per cent would be counter-productive and will result in affordability challenges 
for individual rates payers raising the risk associated with bad debt. 

1.4.6 Overall impact of tariff increases on households. 

The table SAM in Schedule A shows the overall expected impact of the tariff increases on a 
large and small household; as well as indigent household receiving free basic services. 

1.5 Operating Expenditure Framework 

The City’s expenditure framework for the 2011/12 budget and MTREF is informed by the 
following: 

• The balanced budget constraint (operating expenditure should not exceed operating revenue) 
unless there are existing uncommitted cash-backed reserves to fund any deficit. 

• The asset renewal strategy and the repairs and maintenance plan. 

• Funding of the budget over the medium-term as informed by section 18 and 19 of MFMA. 

• The capital programs are aligned to the asset renewal strategy and backlog eradication plan. 

• Operational gains and efficiencies will be directed to funding the capital budget and other core 
services. 

• Strict adherence to the principle of no project plan no budget. If there is no business plan no 
funding allocation can be made. 

The budgeted allocation for employee related costs for the 2011/12 financial year totals R 392 
million; which equals 22 per cent of the total operating expenditure. Based on the three year 
collective SALGBC agreement; salary increases have been factored into this budget at a 
percentage increases of 10 per cent for the 201 1/12 financial year. An annual increase of 7 per 
cent has been included in the two outer years of the MTREF. The organogram of Council still 
need to be visited as posts are not filled though budgeted for. Expenditure on overtime also 
needs to be re-visited and well structured. 

The settlement reached by the SALGBC parties in the salary dispute of 2010; signed in October 
2010; will result in a further serious financial implication for Council in this area of expenditure. 
It should be noted that the total financial implication could not be determined as the applicable 
municipal wage curve (representing equal pay for equal work at all municipalities in South 
Africa) has not been finalized. 

The cost associated with the remuneration of councillors is determined by the Minister of Co- 
operative Governance and Traditional Affairs in accordance with the Remuneration of Public 
Office Bearers Act 20 of 1988. The most recent proclamation in this regard has been taken into 
account in compiling this budget and 7 per cent has been provided for. Provision is also made 
for the fourteen new councillors after the 18 May 201 1 election. 



The provision of debt impairment was determined based on an annual collection rate of 81.4 per 
cent and the Irrecoverable debt policy. For the 201 1/12 financial year this amount equates to R 
36.3 million and escalates to R 40.3 million by 2013/14. 

Provision for depreciation and asset impairment has been informed by the municipality’s Asset 
Management Policy. Depreciation is widely considered a proxy for the measurement of the rate 
asset consumption. Budget appropriations in this regard total R 180 million for the 2011/12 
financial year and equates to 10 per cent of the total operating expenditure. It has to be noted 
that the implementation of GRAP 17 accounting standard has meant bringing a range of assets 
previously not included in the assets register onto the register. This has resulted in a significant 
increase in depreciation relative to previous years. 

Finance charges consist primarily of the repayment of interest on long-term borrowing (cost of 
capital). Finance charges make up 1 per cent (R 18 million) of operating expenditure excluding 
annual redemption for 201 1/12 and increases to R 21 million in 2013/14. 

Bulk purchases are directly informed by the purchases of electricity from Eskom and water from 
Midvaal. The annual price increases have been factored into the budget appropriations and 
directly inform the revenue provisions. The expenditures include the distribution losses. 

1.5.1 Priority given to Repairs and Maintenance. 

Aligned to the priority being given to preserving and maintaining the City’s current infrastructure; 
the 2011/12 budget and MTREF provided for extensive growth in the area of asset 
maintenance; as informed by asset renewal strategy and repairs and maintenance plan of the 
City. In terms of the Municipal Budget and Reporting Regulations; operational repairs and 
maintenance is not considered a direct expenditure driver but an outcome of certain other 
expenditures; such as remuneration; purchases of materials and contracted services. 
Considering these cost drivers; the following table is a consolidation of all the expenditures 
associated with repairs and maintenance: 

1.5.2 Free Basic Services: Basic Social Services Package. 

The social package assists households that are poor or face other circumstances that limit their 
ability to pay for services. To receive these free services the households are required to 
register in terms of the City’s Indigent Policy. The target is to register 50 000 or more indigent 
households during 201 1/12 financial year; a process reviewed annually. 

The cost of the social package of the registered indigent households is largely financed by 
national government through the local government equitable share received in terms of the 
annual Division of Revenue Act. 

For 2011/12 an amount of R 180 million has been appropriated for the development of 
infrastructure which represents 87.53 per cent of the total capital budget. In the outer years this 
amount totals R 194 million ; 4 per cent and R 202 million ; 3.8 per cent respectively for each of 
the financial years. Roads receives the highest allocation of R 65 million in 2011/12 which 
equates to 36.11 per cent followed by electricity at 33 per cent; R 60.3 million and then 
sewerage at 14.44 per cent; R 26.6 million. 

Some of the salient projects to be undertaken over the medium-term includes; among others; 

• Increase Sewerage capacity Hartbeesfontein WWP - R 23 million 

• Roads and Storm water - R 40.2 million 



Resealing of Roads - R 10 million 
Installation of High mast Lights - R 6 million 
Upgrade Market Hall - R 4 million 
Building Flea Market - R 2 million 
Acquiring a Grader - R 2 million 

Upgrading Mechanical Electrical Equipment Pump - R 22 million 

Upgrading 1 1 Kv Distribution Network All Suburbs - R 2.1 million 

Acquiring Cables - R 1 1 million 

Bulk Water - R 9.5 million 

Refurbishment of Zink Tank Tigane - R 2.5 million 

Water Supply Midvaal Endpoint Reservoir - R 5 million 

Multi Purpose Community Centre - R 4 million 

Upgrading Sport Facilities - R 5 million 

Upgrading Auditorium - R 3.2 million 

Specialized Vehicles - R 14 million 

New Vehicles - R 2.5 million 



1.7 Annual Budget Tables. 



PART 2 - SUPPORTING DOCUMENTATION 


2.1 Overview of the Annual Budget Process 

Section 53 of the MFMA requires the Executive Mayor to provide general political guidance in 
the budget process and setting of priorities that must guide the preparation of the budget. In 
addition Chapter 2 of the Municipal Budget and Reporting Regulations states that the Mayor 
must establish a Budget Steering Committee to provide technical assistance to the Mayor in 
discharging the responsibilities set out in section 53 of the Act. 

The Budget Steering Committee of the City of Matlosana consists of the Municipal Manager and 
senior officials of the municipality meeting under the chairpersonship of the MMC for Finance. 

The primary aim of the Budget Steering Committee is to ensure: 

• That the process followed to compile the budget complies with legislation and good budget 
practices. 

• That there is proper alignment between the policy and service delivery priorities set out in the 
City’s IDP and the budget; taking into account the need to protect the financial sustainability of 
the municipality. 

• That the municipality’s revenue and tariff setting strategies ensure that the cash resources 
needed to deliver services are available. 

• That the various spending priorities of the different municipal departments are properly 
evaluated and prioritised in the allocation of resources. 

2.1.1 Budget Process Review 

In terms of section 21 of the MFMA the Mayor is required to table in Council ten months before 
the start of the new financial year (i.e. August 201 0) a time schedule that sets out the process to 
revise the IDP and prepare the budget. 

The Mayor tabled in Council the required IDP and budget time schedule on 31 August 2010. 

Due to the municipal elections to be held on 18 May 2011; the Mayor reviewed the time 
schedules on 31 January 201 1 and submitted to Council for approval. 

Key dates applicable to the process were: 

• 21-24 February 201 1 - consultation with departments. 

• 3 March 201 1 - Draft Budget to Steering Committee. 

• 29 March 201 1 - Tabling of Draft Budget to Council. 

• 4 April - 12 April 201 1 - Public Participation. 

• 1 3 April 201 1 - Policy Workshop. 

• 8 April 201 1 - Submit Draft Budget to National Treasury and Provincial Treasury. 

• 29 April 201 1 - Council Approves the Annual Budget. 

2.1.2 IDP and Service Delivery AND Budget Implementation Plan 

The City’s IDP is its principal strategic planning instrument; which directly guides and informs 
its planning; budget; management and development actions. This framework is rolled out into 
objectives; key performance indicators and targets for implementation which directly inform the 
Service Delivery and Budget Implementation Plan. 

The process plan included the following key IDP processes and deliverables: 

• Registration of community needs. 



• Compilation of departmental business plans including key performance indicators and 
targets. 

• Financial planning and budgeting process. 

• Public participation process. 

• Compilation of the SDBIP. 

• The review of the performance management and monitoring processes. 

2.1.3 Financial Modelling and Key Planning Drivers 

As part of the compilation of the 2011-14 MTREF; extensive financial modelling was 
undertaken to ensure affordability and long-term financial sustainability. The following key 
factors and planning strategies have informed the compilation of the 2011-14 MTREF: 

• Growth of the City. 

• Policy priorities and strategic objectives. 

• Asset maintenance. 

• Economic climate and trends. 

• Performance trends. 

• The approved 2010/1 1 adjustments budget and performance against SDBIP. 

• Cash Flow Management Strategy. 

• Debtor Payment Levels. 

• Loan and Investment possibilities. 

• The need for tariff increases versus the ability of the community to pay for services. 

• Improved and sustainable service delivery. 

Furthermore; the strategic guidance given in National Treasury’s MFMA Circular 51; 54 and 55 
has been taken into consideration in the planning and prioritisation process. 

2.1.4 Community Consultation. 

Council went through an extensive public participation process immediately after the Draft 
Budget had been tabled and approved by Council on 29 March 2011. Inputs and comments 
from the community is included in the IDP. 

2.2 Overview of Alignment of Annual Budget with IDP. 

The Constitution mandates local government with the responsibility to exercise local 
development and cooperative governance. The eradication of imbalances in South African 
society can only be realized through a credible integrated development planning process. 

The IDP provides a five year strategic programme of action aimed at setting short; medium and 
long term strategic priorities to create a development platform; which correlates with the term of 
office of the political incumbents. The plan aligns the resources and the capacity of a 
municipality to its overall development aims and guides the municipal budget. An IDP is 
therefore a key instrument which Council use to provide vision. Leadership and direction to all 
those that have a role to play in the development of a municipal area. The IDP enables the 
municipality to make the best use of scarce resources and speed up service delivery. 

IDP is an approach to planning aimed at involving the municipality and the community to jointly 
find the best solutions towards sustainable development. 

The IDP developed by Council must correlate with National and Provincial intent. It must aim to 
co-ordinate the work of local and other spheres of government in a coherent plan to improve the 
quality of life for all the people living in the area. Applied to the City; issues of national and 



provincial importance should be reflected in the IDP of the City. A clear understanding of such 
intent is therefore imperative to ensure that the City strategically complies with the key national 
and provincial priorities. 

The national and provincial priorities; policies and strategies of importance include amongst 
others: 

• Green Paper on National Strategic Planning of 2009. 

• Government Programme of Action. 

• Development Facilitation Act of 1995. 

• Provincial Growth and Development Strategy (GGDS). 

• National and Provincial spatial development perspectives. 

• Relevant sector plans such as transportation; legislation and policy. 

• National Key Performance Indicators (NKPIs) 

• Accelerated and Shared Growth Initiative (ASGISA) 

• National 2014 Vision. 

• National Spatial Development Perspective (NSDP). 

• The National Priority Outcome. 


2.3 Measurable Performance Objectives and Indicators 

Performance Management is a system intended to manage and monitor service delivery 
progress against identified strategic objectives and priorities. In accordance with legislative 
requirements and good business practices as informed by National Framework for Managing 
Programme Performance Information; the City has developed and implemented a performance 
management system of which system is constantly refined as the integrated planning process 
unfolds. The municipality targets; monitors; assesses and reviews organisational performance 
which is currently not directly linked to individual employee’s performance. The City is in the 
process of linking performance to individual employees. 

2.4 Overview of Budget related-policies. 

The City’s budgeting process is guided and governed by relevant legislation; frameworks; 
strategies and related policies. 

2.4.1 Review of Customer Care; Credit Control and Debt Collection Policies. 

This policy has been reviewed; among others; in order to achieve a higher collection rate. 
Some revisions include the reduction of the reconnection time to be allowed and the 
determination of an amount to be paid before a reconnection can be done. 

2.4.2 Review of Asset Management Policy. 

This policy has been reviewed; among others; in order to meet the requirements of GRAP 17. 
Currently assets below R 2 000 are expensed to the statement of performance instead of being 
capitalized and subsequently depreciated. 

2.4.3 Review of Supply Chain Management Policy. 

This policy has been reviewed; among other; in order to support Proudly South African 
Campaign and to meet the SCM regulation in ensuring that for procurement of goods or 
services; a tax clearance certificate is demanded for R 15 000 or above. 



2.4.4 Review of Transfer of Budgeted Funds Policy. 

The transfer of funds policy has been reviewed; among others; in order to make it user friendly 
and understandable. 

2.4.5 Review of Indigent Relief Policy. 

The indigent relief policy has been reviewed; among others; to bring it in line with current 
increase of R 2 280. Furthermore; the alternative energy is being captured on the current policy. 

All the above policies are available on the City’s website; as well as the following budget related 
policies: 

• Investment Policy. 

• Budget Policy. 

• Property Rating Policy. 

• Tariff Policy. 

2.5 Overview of Budget Assumptions. 

2.5.1 External Factors. 

Owing to the economic slowdown; financial resources are limited due to reduced payment levels 
by consumers. This has resulted in declining cash inflows; which has necessitated restrained 
expenditure to ensure that cash outflows remain within the affordability parameters of the City’s 
finances. 

2.5.2 General Inflation Outlook and its impact on the municipal activities. 

There are five key factors that have been taken into consideration in the compilation of the 
2011/12 MTREF. 

• National Government macro economic targets. 

• The general inflationary outlook and the impact on City’s residents and businesses. 

• The impact of municipal cost drivers. 

• The increase in prices for bulk electricity and water. 

• The increase in the cost of remuneration. The wage agreement SALGBC concluded with the 
municipal workers unions as well as the categorisation and job evaluation wage curves 
collective agreement signed on 21 April 2010 must be noted. 

2.5.3 Credit Rating Outlook 

The current credit rating outlook is Stable and Long-term security class for Matlosana is A3.za. 

2.5.4 Interest Rates for Borrowing and Investment of Funds. 

MFMA specifies that borrowing can only be utilized to fund capital or refinancing of borrowing in 
certain conditions. The City engages in a number of financing arrangements to minimise its 
interest rate costs and risk. However; for simplicity the 2011/12 MTREF is based on the 
assumption that all borrowings are undertaken using fixed interest rates for amortisation-style 
loans requiring both regular principal and interest payments. 

2.5.5 Collection Rate for Revenue Services. 

The base assumption is that tariff and rating increases will increase at a rate slightly higher 
than CPI over long term. It is also assumed that current economic conditions; and relatively 
controlled inflationary conditions; will continue for the forecasted term. 



The rate of revenue collection is currently expressed as a percentage (85 per cent) of annual 
billings. Cash flow is assumed to be 85 per cent of billings; plus an increased collection of 
arrear debt from the revised collection and credit control policy. 

2.5.6 Growth or Decline in Tax Base of the Municipality. 

Debtors revenue is assumed to increase at a rate that is influenced by the consumer debtors 
collection rate; tariff/rate pricing; real growth of the City; household formation growth rate and 
the poor household change rate. 

2.5.7 Salary Increases 

The collective agreement regarding salaries/wages came into operation on 1 July 2009 and 
shall remain in force until 30 June 2012. An across the board increase of 8.54 per cent in 2012 
is expected. 

2.5.8 Impact of National; Provincial and Local Policies. 

Integration of service delivery between national; provincial and local government is critical to 
ensure focussed service delivery and in this regard various measures were implemented to 
align IDPs; provincial and national strategies around priority spatial interventions. 


In this regard; the following national priorities form the basis of all integration initiatives: 

• Creating Jobs. 

• Enhancing Education and Skill Development. 

• Improving Health Services. 

• Rural Development and Agriculture. 

• Fighting Crime and Corruption. 

The focus will be to strengthen the link between policy priorities and expenditure thereby 
ensuring the achievement of the national; provincial and local objectives. 

2.5.9 Ability of the Municipality to Spend and Deliver on Programmes 

It is estimated that a spending rate of at least 95 per cent is achieved on operating expenditure 
and 100 per cent on capital programme for the 201 1/12 MTREF. 

2.6 Overview of Budget Funding. 

Tariff settings play a major role in ensuring desired levels of revenue. Getting tariffs right 
assists in the compilation of a credible and funded budget. The City derives most of its 
operational revenue from the provision of goods and services such as water; electricity; 
sanitation and solid waste removal. Property rates; operating and capital grants from organs of 
state and other minor charges like building plan fees; licenses and permits. 

The revenue strategy is a function of key components such as: 

• Growth in the City and economic development. 

• Revenue Management and Enhancement. 

• Achievement of an 85 per cent annual collection rate for consumer revenue. 

• National Treasury guidelines; 



♦ Electricity tariff increases within the NERSA approval. 

♦ Achievement of full cost recovery of specific user charges. 

♦ Determining tariff escalation rate by establishing/calculating revenue requirements. 

♦ The Property Rates Policy in terms of the MPRA. 

♦ Ability to extend new services and obtains cost recovery levels. 

The above principles guide the annual increase in the tariffs charged to the consumers and the 
ratepayers aligned to the economic forecasts. 

Revenue to be generated from property rates is R 251 million in the 2011/12 financial year and 
increases to R 282 million by 2013/14 which represents 15 per cent of the operating base of the 
City. It remains relatively constant over the medium-term. 

Services charges relating to electricity; water; sanitation and refuse removal constitutes the 
biggest component of the revenue basket of the City; totalling R 907 million for the 2011/12 
financial year and increases to R 1 billion by 2013/14. For the 2011/12 financial year services 
charges amount to 49.55 per cent of the total revenue base and grows by 9.88 percent per 
annum over the medium-term. This growth can mainly be attributed to the increase in the bulk 
prices of water and electricity. 

Operational grants and subsidies amount to R 307 million; R 339 million and R 361 million for 
each of the respective financial years of the MTREF. It needs to be noted that in real terms the 
grants receipts from national government are growing rapidly over the MTREF by 9.44 per cent 
and 6 per cent for the two outer years. 

Investment revenue contributes marginally to the revenue base of the City with a budget 
allocation of R 3.75 million; R 3.95 million and R 4.17 million for the respective three financial 
years of the 2011-14 MTREF. 

For the medium-term; the funding strategy has been informed directly by ensuring financial 
sustainability and continuity. The MTREF therefore provides for a budgeted surplus of 
R 27 144; R 30 000 and R 20 000 in each of the financial years. 

2.6.3 Cash Flow Management 

Cash flow management and forecasting is a critical step in determining if the budget is funded 
over the medium-term. 

2.10 Annual Budgets and SDBIPs - Internal Departments 

2.10.1 Water Service Department 

The department is primarily responsible for the distribution of portable water within the municipal 
boundary; which includes the purification of raw water; maintenance of the reticulation network 
and implementation of the departmental capital programme. 

2.13 Legislation Compliance Status 

Compliance with the MFMA implementation requirements have been substantially adhered to 
through the following activities: 

2.13.1 In Year Reporting 

Reporting to National Treasury in electronic format was fully complied with on a monthly basis. 
Section 71 reporting to the Executive Mayor has been complied with. 



2.13.2 Internship Programme 

The City of Matlosana is participating in the Municipal Financial Management Internship 
programme and has currently employed five interns undergoing training in various divisions of 
the Finance Directorate. 

Four of the previous interns engaged since the inception of the programme have been 
permanently appointed and one of them recently resigned to venture into private business. 

2.13.3 Budget and Treasury Office 

The Budget and Treasury Office has been established in accordance with the MFMA. 

2.13.4 Audit Committee 

An Audit Committee has been recently established and should be fully functional soon. 

2.13.5 Service Delivery and Implementation Plan 

The detail SDBIP document is at a draff stage and will be finalized after approval of the 201 1/12 
MTREF in April 2011. 

2.13.6 Annual Report 

Annual Report is compiled in terms of the MFMA and National Treasury requirements. 



2.15 Municipal Manager’s Quality Certificate 


I Sipho Gift Mabuda, Acting Municipal Manager of City of Matlosana Municipality, hereby certify 
that the annual budget and supporting documentation have been prepared in accordance with 
the Municipal Finance Management Act and the regulations made under the Act, and that the 
annual budget and supporting documents are consistent with the Integrated Development Plan 
of the municipality. 


Sipho Gift Mabuda 


Acting Municipal Manager of City of Matlosana - NW403 


Signature 


Date 



